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Calendar No.

108TH CONGRESS
1ST SESSION S’ 1 6 37

[Report No. 108- ]

IN THE SENATE OF THE UNITED STATES

SEPTEMBER 18, 2003
Mr. FrisT (for Mr. GRASSLEY) (for himself, Mr. Baucus, Mr. HaTcH, Mr.
GraHAM of Florida, Mr. Smiri, Mr. DAscHLE, and Mrs. MURRAY) intro-
duced the following bill; which was read twice and referred to the Com-
mittee on Finance

OCTOBER (legislative day, ), 2003
Reported by Mr. GRASSLEY, with an amendment

[Strike out all after the enacting clause and insert the part printed in italic]

A BILL

To amend the Internal Revenue Code of 1986 to comply
with the World Trade Organization rulings on the FSC/
ETI benefit in a manner that preserves jobs and produc-
tion activities in the United States, to reform and sim-
plify the international taxation rules of the United

States, and for other purposes.

1 Be it enacted by the Senate and House of Representa-

2 tiwves of the United States of America in Congress assembled,
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SECTION 1. SHORT TITEE; AMENDMENT OF 1986 CODE;
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shal be constdered to be made to a seetton or other provi-
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2 TO REPEAL OF EXCLUSION
3 FOR EXTRATERRITORIAL IN-
4 COME

S SEC. 101. REPEAL OF EXCLUSION FOR EXTRATERRITORIAL
6 INCOME.

9 HA) Subpart B of part HE of subehapter N
10 of ehapter + {refatine to qualifying foreign trade -
11 eome} is hereby repenteds

12 B} The table of subparts for sueh part HE is
13 amended by strikine the Hem relatine to subpart B
14 23 The table of seetions for part H of sub-
15 chapter B of chapter 1 is amended by strikine the
16 item relatine to seetion 14

17 2 The sceond sentenee of  seetion
18 S6LeHAHBHD is antended by strikine “or under see-
19 ton H4-

20 4 Seetton 295{a) 18 amended—

21 A by insertire “or at the end of para-
22 craph (A by steikine “or at the end of
23 paragraph (4HB) and insertine & periods and
24 by striking sabparagraph (0 and
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action t the ordinary cotrse of a trade or busthess
which oeenrs prarstant to a binding contract—

£ whieh 18 between the taxpaver and =

persent who 18 not a related persen {as defined
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B)
3 this Aet); and
5 2003; and at all times thereafter:
7 H B aivgRE—Tn the ease of a corporation
8 that elected to be treated as o dotiestie cotporation
11 the enaectment of this Aet)—
12 9 the corporation may; durine the vear
13 prrtod beotine on the date of the enaetiment
14 of this Aet; reveke sueh eleetion; effeetive as of
15 stieh date of ennetient; and
16 B # the ecorporation does tevoke steh
17 eleetion—
18 B steh eorporation shall be treated
19 as & domestie eorporation transferrine {as
20 of such date of enactment) all of #s prop-
21 ety to o foreten corpotaton Hr eotteeton
23 of sueh Code; and
24 D no eatn or toss shall be recoentzed
25 ot streh fratsfers
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6
2 paragraph (1 shall not apply to gain on any asset
8 asset;
9 5+ the wsset was aeattred by tramster (rot
10 as & result of the eleetion under seetion 943(e)
11 of steh GCode) oecurring on or after the Ist day
12 oft whieh #s eleetion under seetton 943{e} of
13 steh Code was effeetive; and
14 {6 a prineipal purpese of the aequistton
15 was the reduetion or avoidanee of tax (other
16 thatt & reduetion i tax ander seetion H4 of
17 steh Code; as i effeet on the day before the
18 date of the ennetment of this et
19 et vk PRttt tos—
20 H By epNERAE—TIn the ease of a taxable year

21 endhne after the date of the ennetment of His Aet
22 and beginming before Jannary b5 2007 for purpeses
23 of ehapter 3 of sueh Coder s enrrent FSCASTT bee-
24 fietary shall be allowed a deduetion equal to the
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B} PHASEOET PRREENF

H B aivERE—T the ease of #

The phaseout
2004 . 80
2005 o, 80
2006 i, 60-
P SRR BERE ek seis—dhe



O:\MAT\MATO03.982

© 00 N O 0o B~ W N PP

N N DN DN DD DN P PP PPk PR PP
o A WO N P O ©W 00 N O 0o b W N B+ O

S.L.C.
8

FANPAYRERS—H the ease of a taxpaver

stons of this paragraph with respeet to eal-
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9
exetded any amotnt attetbutable to & transaction
shall be earrted ont 1 & manner similar to seetion
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tert2); exeept that for purpeses of ths paragraph

betne eqrat to 100 pereent:

ENEEEDES DATE OF ENACPMENT—In the ease of &

1 1o event exeeed—
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SECG:. 102. DEDECTION REEATING TO INCOME ATTRIB-

UTABLE TO UNITED STATES PRODUCTION
ACTFPITIES:
ehapter T (relating to speetnt deduetions for eorporations)
“SEC. 250. INCOME ATTRIBUTABLE TO DOMESTIC PRODUC-
TION ACTIVITIES:
“at By GEvERAE—TR the ease of a eorporation;
there shall be allowed as a deduetion an amount equal to

“Taxable years The transition
2004 o, 1
2005 oo, 2
2006 oo, 3
2007 or 2008 ... 6
coMBE—Tor purposes of this seetion—
By aviraE—The term “qrdtied produre-

apphieable percentace of the portion of the modified
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before 2012 a pereentage equal to the domes-
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10 t 22 o pereettbrer ot ererter than 106
11 pereenty equal to Bivtee the domestiefvoridsvde
12 fraetots and

=
w

14 after 2042, 100 pereent:
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13
2 alloeable to such reeeipts;
3 i other  dedbetiotss expetsess ot
4 losses direetly alloeable to sueh reeeipts;
5 and
6 o proper share of other dedie
8 reetly alloeable to sueh reeeipts or another
9 elass of neome:
10 S AReevreN  dRErHOb—The  Secteter
11 shal presertbe rides for the proper alloeatton of
12 ttems of ineotte; deduetiot; expense; and loss for
14 mestie produetion activittes:
16 COSTHS—
17 “A) By erNERAE—For prarposes of deter-
18 minine eosts under elause ) of paraeraph
19 HHEE ot Herr or serviee broteht wte the
20 Hrited States without a teansfer price meetine
22 as negiired by prarehase; and Hs eost shall be
23 treated as not less than #s valwe when # en-
24 tered the Hntted Statess & simtlar eude shal
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1 feased or rented property where the lease or
3 reeetphs:

8 erease i eost or adjusted basts under subpara-
10 twveen the value of the property when exported
11 and the value of the property when brought
12 baek tto the Hnited States after the further
13 trafaetire:

15 odifted  taxable theome’ means taxable  theome
16 eotiptted wihott reenrd to the deduetion aHowable
17 ahder this seetion:

19 For prirposes of this seetion: the term Sdomestie prodies
21 prver whieh wre dertved frotm—

22 = e seder exehitees or other disposthon off
23

24 2 ahy feases pertb o Heetse ofs
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2 produced; erowt; or extracted i wheole or 1 stentfieant
10 “B) any computer software; and
11 ) any property desertbed i seetion
12 168} (3 or (4
15 property shalt net Hehide—
16 A eonsthrtble properts that s sekds
17 leased; or heensed by the taxpayer as an inte-
18 oral part of the provision of serviees;
19 By ot or gas for any primary produet
20 thereoft
21 LY eleetrieitys
22 =D+ serter supphed by pipehte to the conm
23 strer;
24 S any anprocessed  timber whieh i
25 softwood;

© 00 ~N O O
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Y utihity serviees; or

wide fractton means o fracton—
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any of the folowie tems aequired by pur-

ehrser
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States:

Y ~
(\lE"llIls\
) K

cedihe provisions of this subseetion by treating
al members of steh eroup as a sthele eorpora
Hot
deterited—

i) without regard to paragraphs
fr—
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“) 18 reeetved by a person from an

wets; and

zatton were a corporation H H s not) and
& Writen notiee matled to #s patrons dur-

of this paragraph:
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(¢

prrposes of Hhis seetior; a corporation’s distributive
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1 4 OrRpEREve REEE—The amount of any
5 RERES—or prrposes of this seetion—
10 fess  Streneth (FOBS) Aet apphes to sueh
11 transaction; and
12 B e deduetion aHowed dhder seetton
13 10He} of saeh Aet shalt be disreonrded i de-
15 whith s attrthttable to dotrestie produetion
16 GRS PReeiptE
17 Fht PEbreriox AbEoW D $0 SHAREHO DS of 2
18 COoRPORATIONS—
19 H b cravkhad—eetton 1365t frehtine o
20 cotnpttation of S corporation’s taxable theomet 8

23 4 and mserting 5 and™; and by adding at the end
24 the followine new paragraph:
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2 aHowed to the & corporation—

7 insertine < and’ and by addine at the end the fol-

8 lowing new sabparagraph:

10 250

13 and profits} is amended by addine at the end the followine

14 new ehatses

16 prepton—-Clanse 5 shall net apply te

17 any amount allowable as & deduetion under

18 seettor 290

19 b CHERIcAE: AMENbMENT—The table of seetions

20 for part VIH of subehapter B of chapter 1 15 amended

21 by additre ot the end the folowite tew Hetr

22 e BrrFeerrve DareE—



O:\MAT\MATO03.982 S.L.C.

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
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23
this seetion shall apply to taxable vears endine after
chatrees 1 a rate of e
TITEE HINTERNATIONAL TAX
PROVISIONS
Subtitle A—International Fax
Reform
ane iserting Sih any of the first 2005
third: forrth: or fifth” and imserting “in any of the first
20
this seetion shatl apphy to exeess foreion taxes which fwith-
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1 SEC. 202. LOOK-THRU RULES TO APPLY TO DIVIDENDS
2 FROM NONCONTROLLED SECTION 902 COR-
3 PORATIONS.
9 P Iy aENERAE—or preposes of this
10 stbseetion; any dividend from a noncontroled
12 paver shal be treated as theome desertbed 1 a
13 subparagraph of paragraph (1) i propertion to
14 the ratio ol—
15 S the portion of earpines ad prof-
16 s nttributable to teome desertbed H steh
17 subparagraphs; to
18 “fit) the total amount of earntnes and
19 profits:
21 this paraegraph—
23 “H B eprAE—The rdes of
24 seetion 316 shall apphy=
25 =tHy Resstracroses—The S
26 pebtby e preserthe reothttons ve-
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relates
the proper subparagraph of paragraph (b
-
from & taxable year beginhing before Jant-
ary 1 20035 of tax aloeable to o dividend
to a dividend from a noncontroled seetion
902 eorporation to sueh a taxable year for
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26
2 taxable year:
8 5 Seetion Y0HEH2HS 18 amended—
10 5347 i ehrse b and
13 £29 Chitse (3 of section S6HEHSHAS 5 anend-
14 ed to read as folows:
15 S Subelmse o of 0 seetion
16 GOHHZIHB
17 ey Erreerr DArE—The amendments made by
19 Deeember 31 2002
20 SEC. 203. FOREIGN TAX CREDIT UNDER ALTERNATIVE MIN-
21 IMUM TAX.
22 o By ERE—
23 1 Subsection {1 of seetion 59 15 amended by
24 striking paragraph {2} and by redesienating pare-
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3
4
5
6
7
8
9

10
11
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27
2 Seetion S3tehHBHHED of sueh Code is
) Breserns Dai—The amendments made by

Deeember 31 2004-

SEG: 204: RECHARACTERIZATION OF OVERALLE DOMESTIC

EOSS:

12 destettite stbsecttots for Hh (G and G s sub-

15

(X a Al A ni A I1airm Rl

16 Loss—

17
18
19
20
21
22
23
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28
properlys apportioned or aHoeated thereto {deter-
mined without regard to any earryback from &
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3 9046~
4 120 Subparagvaph (AL oF seetion 9360a12} s
9

10 SEC. 205. INTEREST EXPENSE ALLOCATION RULES.

19 PEREST ENPENSE—

20 A By eiveR—The tnble teotie of
21 ettt dotestie corporation swhiteh 5 o tenther of
22 a worldeide affthated orotp shad be detertited
24 of each member as H ot members of sueh eroup
25 wepe o stele corporattiog
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mestie members of a worldwide affiliated ereup

lhwide affilinted sroup Hiptied by
ssebs of the Whwide affilinted ovonp:
over

this subseetion were apphed to a group

For purposes of this parageaph: the term
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paragraphs (23 and 4 of scetion

ated erotp were a sthele eorporation: For purpeses
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rales of paragraphs

44(4) TREAFMENE OF € , N .
‘1 m \A mm . Al ‘IWIEVIV%IP IWIP %P (/I é‘l IP
SR FONS

eorporation for purposes of seetion 1504 only
“f) steh corporation 18 a firanerd -
tomers; and
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S stedt fieetd Histbron s res
whieh s ot steh ot HstHos

“iH any substdiary of a finanetal -
the aetive eonduet of a bankine; finanene;

shall be treated as a eorporation desertbed m
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A v erNERaE—H & worldwide affih-

paraeraph OBy
B} for purpeses of applying paragraph
eraph) shell apply to any saeh eroup i the
affthated eroup of which sueh ereup 18 & parts
cotre o eath from a teansacton or sertes of
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36
transaetions a prinetpal purpose of whieh s the
qaalfieation of any corporation as a finaneiad
L ANFIRABESE REES—In the ease of &
eorporation which 15 a member of an eleetine £
to a member of the eleetine finanerd st

© 00O N O 0o B~ W N PP

N I
A W N R O

{expressed as a pereentage of enrrent

T N
© © W N o O
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4823

paragraph with respeet to any finaneiat st
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S.L.C.
38

“(]') P}%}j F-EEFION WOREPDWIBE AF

eraph) be a member for purposes of apply-
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bers of any eroup {throueh aequisitions or
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craph (3); by redesignating subprrngraph 0 s
14 from beine taken into aceount more than onee;
15 and
16 e Errperer Dari—The amendients made by
18 December 51 2009-

© 00O N O 0o B~ W N PP

e <
w N B O

19 SEC. 206. DETERMINATION OF EOREIGN PERSONAL HOLD-
20 ING COMPANY INCOME WITH RESPECT TO
21 TRANSACTIONS IN COMMODITIES.

23 9HeH G {relatine to commodity transactions) are
24 amended to vend as follovws:
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© 00O N O 0o B~ W N P

e <
W N B O

18 tHOHE Herts ahy Hestettot wh pespeet o o
19 eotodite H st freoastetion—

21 fired 1 seetton 122 HBH2); determined—
22 B without reeard to subpara-
23 eraph (i) thereof;

24 “tH by applying sebparagraph
25 AHH thereof by substituatine ‘ordi-
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42
1 Hary property or property deseribed
3 ety o
4 S by sethstitne Seontroded
6 eredt phiee H appestss atd
8 eordanee with seettor 122HaH -
10 preserthe sieh reotbitions as ave appropritte to
11 earry ott the prrpeses of paragraph (D6}
13 Hes—
14 ey Erreerr DArE—The amendments made by

15 this seetion shalt apply to teansactions entered into after
16 DPeeember 31 2004

17 Subtitle B—International Tax
18 Simuplificati

19 SEC. 211. REPEAL OF FOREIGN PERSONAL HOLDING COM-

20 PANY RULES AND EOREIGN INVESTMENT
21 COMPANY RULES.

23 hereby repealed:

24 1 Part B of subehapter G oof chapter b oire-
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43

() by insertine “and” at the end of para-
D) by strikine “ and” at the end of para-
eraph (9 (as so redestenated) and msertne &

(‘; ) I REATMENTE OF BPNEOME FROM PERSONATL
4 AN SN ) J| _ ps

“(I) PER"V(B)V%} <l ~ gy
~ INZT SERYVCEE (/()HIR'E&(IO_
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1 S Aot eeeeteed trder w ees
4 =tH sotte peeson other than the
8 or

10 form the serviees 18 destenated {(by
11 name or by deseription) i the eon-
12 traet; and

13 “G1 amounts reeetved from the sale
14 or other disposttion of sueh a eontract:

15 This stbparactaph shall apply swith respeet to
16 amounts recetved for serviees under & partiendar
17 eontract only i at some time durine the taxable
18 year 25 pereent or more t valae of the out
19 stetnehinie stock of the corporation s owneds di-
20 reetly or ndireetlys by or for the mndividual whe
21 has performeds s to performy or tay be des-
22 tetnted (hy natne or by desertption) as the one
23 to perform; steh serviees ™

25 1 Seetton Hh 13 atnended—
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at the end of subparagraph %) by strikne
2} Paragraph {2} of section 17} s
et d—
aned
(3} Paraeraph (2} of section 245(a) is amended
51 Stbseetion At of seetton 312 1 ametded
the meaning of seetion 1246{b)); or a foreien per-
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£6) Subseetion {e) of section 443 is amended by
7y Stbparagraph (B) of seetion 465617 is
amended by addine “or” at the end of elanse ) by
by strikifng =5 and= at the end of subparagraph (B)

H
in subsection (e} {as so redesicnated) and n-
1) Subseetion {4} of seetion 751 is amended
by adding “and” at the end of paragraph (2); by
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A swhieh is treated as & eontroHed for-
the ease of a foreten eorporation havine related per-
953teH2)); the Seeretary may treat any persen as &
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Hoh # steh person ts treated as o brited States

of—
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21
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S.L.C.
49

shatt be—

this seetton); or

35 Subparagraph () of seetion 904 e
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By The paragraph headine of paraeraph {2} of
ed by steiking =5 55 el
38 Paragraph 5 of seetion 10y i
200 Paragraph 53 of seetion H2He) 18
eapttal loss of & eorporation shall net be earrted
back ander paragraph (A to & taxable year—
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shadl apphe to taxable vears beothing alter Decemn-
(22) Subseetion () of seetion 1248 is amended
233 Parnoraph {23 of seetion 126069 is

G-
29y Subparageaph G5 of  seetion
B) Subseetion (e} of seetion 1291 is amended
of the enaetirent of the Juampstart O Brsiess
25) Paraeraph (2) of seetion 1294{a) is
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28} Subparagraph (B) of seetion 650HeHH 1
=

atended—
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31 The table of parts for subehapter G of

to part HE
ehapter P of chapter 1 is amended by strtkine the

18 this seetion shall apphy to taxable years of foreion eorpora-
19 tions beeinnine after Deeember 31 2004 and taxable
20 wears of Hnited States shareholders of sueh eorporations
21 endine with or within sueh taxable vears of sueh eorpora-

22 +ons:
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1 SEC. 212. EXPANSION OF DE MINIMIS RULE UNDER SUB-
2 PART E.
4 95HH3HY (relating to de mintmis; etes rales) 8
5 wnended by steikine S=BO000007  and sertine

=~ ’)
!Q, , .

6
9 amended by steikine “$1-000-0002 and insertine
10 “=5.000.0007

11 23 Clhrase 1) of seetion >>HeRDHAT B amend-
12 e by ostrikine R EO00D.0007  and inserting
13 “=5.000.0007

17 wvears of Patted States shaveholders of suel eorporations
18 endhre with of seithth steh fioatble venrs of steh corpotae
19 #Hens:

20 SEC. 213. ATTRIBUTION OF STOCK OWNERSHIP THROUGH
21 PARTNERSHIPS TO APPLY IN DETERMINING
22 SECTION 902 AND 960 CREDITS.

24 amended by redestenating paragraph (9 as paragraph (3}
26 paragraph:
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by or for a partnership shall be eonsidered as beme

17 sertine “any persen’=

18

& Erreertvt Pare—The amendments made by

21 htte of the eretinent of this et
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1 SEC. 214. APPLICATION OF UNIEORM CAPITALIZATION
2 RULES TO FOREIGN PERSONS.
a Hrtted States person H steh taxpaver eapttahizes
11 resade by apphine the method used to aseertain the
12 Heottes profis or toss for prrposes of reports o
13 statements to shareholders; partners; other proprt
15 Ht Ertrerps Pare—

© 0 N O

16 5 B epxpra—The amendment made by
18 wter Peeetber 315 20604

19 L EHANHE BN MO o e

20 the ease of oy txparer reqitred by Hhe amendient
21 wrade by His seetion to chaboe Hs method of we

23 Pecember 345 2004—
24 9 steh ehtee sl be treated as -
25 ated by the taxpayer;
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1 B} sueh chanee shall be treated as nade
3 ey e

6 tder section $51 of the Internal Revenue Cade
7 of 1956 shall be taken tito account 1 stueh fiest
3 yeuts

9 SEC. 215. REPEAL OF WITHHOLDING TAX ON DIVIDENDS
10 FROM CERTAIN FOREIGN CORPORATIONS.
11 o) By GENERAE—Paragraph {23 of seetion 8D
13 dends} is amended by addine at the end the followine new
14 subparagraph:

15 =D Dividends paid by a foreion corpora-
16 tion which  are treated  ander section
17 SEHAHZHS w5 theote from sotbees within the
18 Tratted States

19 thy EFfreertvs Dath—The amendment made by

21 31 2004
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SEC. 216. REPEAL OF SPECIAL CAPITAL GAINS TAX ON
ALIENS PRESENT IN THE UNITED STATES
FOR 183 DAYS OR MORE.
Deeember 315 2005
SECTION 1. SHORT TITLE; AMENDMENT OF 1986 CODE;
TABLE OF CONTENTS.

(a) SHORT TrrLE—This Act may be cited as the
“Jumpstart Our Business Strength (JOBS) Act”.

(b) AMENDMENT OF 1986 CODE.—Except as otherwise
expressly provided, whenever in this Act an amendment or
repeal 1s expressed in terms of an amendment to, or repeal
of, a section or other provision, the reference shall be consid-
ered to be made to a section or other provision of the Inter-
nal Revenue Code of 1986.

(¢) TABLE OF CONTENTS.—
Sec. 1. Short title; amendment of 1986 Code; table of contents.

TITLE I—PROVISIONS RELATING TO REPEAL OF EXCLUSION FOR
EXTRATERRITORIAL INCOME

Sec. 101. Repeal of exclusion for extraterritorial income.
Sec. 102. Deduction relating to income attributable to United States production
activities.
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TITLE II—INTERNATIONAL TAX PROVISIONS

Subtitle A—International Tax Reform

Sec. 201. 20-year foreign tax credit carryover; 1-year foreign tax credit
carryback.

Sec. 202. Look-thru rules to apply to dividends from moncontrolled section 902
corporations.

Sec. 203. Foreign tax credit under alternative minimum tax.

Sec. 204. Recharacterization of overall domestic loss.

Sec. 205. Interest expense allocation rules.

Sec. 206. Determination of foreign personal holding company income with respect
to transactions in commodities.

Subtitle B—International Tax Simplification

Sec. 211. Repeal of foreign personal holding company rules and foreign invest-
ment company rules.

Sec. 212. Expansion of de minimais rule under subpart F.

Sec. 213. Attribution of stock ownership through partnerships to apply in deter-
maining section 902 and 960 credits.

Sec. 214. Application of uniform capitalization rules to foreign persons.

Sec. 215. Repeal of withholding tax on dividends from certain foreign corpora-
tions.

Sec. 216. Repeal of special capital gains tax on aliens present in the United
States for 183 days or more.

Subtitle C—Additional International Tax Provisions

Sec. 221. Active leasing income from aircraft and vessels.

Sec. 222. Look-thru treatment of payments between related controlled foreign cor-
porations under foreign personal holding company tncome rules.

Sec. 223. Look-thru treatment for sales of partnership interests.

Sec. 224. Election not to use average exchange rate for foreign tax paid other
than in functional currency.

Sec. 225. Treatment of income tax base differences.

Sec. 226. Modification of exceptions under subpart F for active financing.

Sec. 227. United States property not to include certain assets of controlled foreign
corporation.

Sec. 228. Provide equal treatment for interest paid by foreign partnerships and
foreign corporations.

Sec. 229. Clarification of treatment of certain transfers of intangible property.

Sec. 230. Modification of the treatment of certain REIT distributions attributable
to gain from sales or exchanges of United States real property
interests.

Sec. 231. Toll tax on excess qualified foreign distribution amount.

Sec. 232. Exclusion of income derived from certain wagers on horse races and dog
races from gross income of nonresident alien individuals.

Sec. 233. Exception to withholding tax for Puerto Rico corporations.

Sec. 234. Report on WTO dispute settlement panels and the appellate body.

Sec. 235. Study of impact of international tax laws on taxpayers other than large
corporations.

Sec. 236. Consultative role for Senate Committee on Finance in connection with
the review of proposed tax treaties.
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TITLE III—DOMESTIC MANUFACTURING AND BUSINESS PROVISIONS

Sec.
Sec.
Sec.

Sec.
Sec.

Sec.
Sec.

Sec.

Sec.
Sec.
Sec.

Sec.
Sec.

Sec.
Sec.
Sec.

Sec.

Sec.
Sec.
Sec.

Sec.

Sec.

Sec.

Sec.
Sec.
Sec.
Sec.

Sec.
Sec.
Sec.
Sec.
Sec.

301.
302.
305.

304.
305.

300.
307.

308.

309.

310.
311.

Qo
~

o W0

QL
(S}

331.
332.

334.

401.
402.
403.

404.

406.

407.
408.
409.
410.

411.
412.
415.
414.
415.

Subtitle A—CGeneral Provisions

Expansion of qualified small-issue bond program.

Expensing of broadband Internet access expenditures.

Exemption of natural aging process in determination of production pe-
riod for distilled spirits under section 263A.

Modification of active business definition under section 355.

Exclusion of certain indebtedness of small business investment compa-
nies from acquisition indebtedness.

Modified taxation of tmported archery products.

Modification to cooperative marketing rules to include value added
processing involving animals.

Extension of declaratory judgment procedures to farmers’ cooperative
organizations.

Temporary suspension of personal holding company tax.

Increase in section 179 expensing.

Three-year carryback of net operating losses.

Subtitle B

Manufacturing Relating to Films

. Special rules for certain film and television productions.
. Modification of application of income forecast method of depreciation.

Subtitle C—Manufacturing Relating to Timber

Expensing of certain reforestation expenditures.

Election to treat cutting of timber as a sale or exchange.

Capital gain treatment under section 631(b) to apply to outright sales
by landowners.

Modification of safe harbor rules for timber REITS.

TITLE IV—ADDITIONAL PROVISIONS
Subtitle A—Provisions Designed To Curtail Tax Shelters

Clarification of economic substance doctrine.
Penalty for failing to disclose reportable transaction.

Accuracy-related penalty for listed transactions and other reportable
transactions having a significant tax avoidance purpose.
Penalty for understatements attributable to transactions lacking eco-

nomic substance, etc.

. Modifications of substantial understatement penalty for nonreportable

transactions.
Tax shelter exception to confidentiality privileges relating to taxpayer
communications.
Disclosure of reportable transactions.
Modifications to penalty for failure to register tax shelters.
Modification of penalty for failure to maintain lists of investors.
Modification of actions to enjoin certain conduct related to tax shelters
and reportable transactions.
Understatement of taxpayer’s liability by income tax return preparer.
Penalty on failure to report interests in foreign financial accounts.
Irwolous tax submissions.
Regulation of individuals practicing before the Department of Treasury.
Penalty on promoters of tax shelters.
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Statute of limitations for taxable years for which required listed trans-
actions not reported.

. 417. Denial of deduction for interest on underpayments attributable to non-

N

462

463

423. Denial of deduction for certain fines, penalties, and other amounts.
424. Disallowance of deduction for punitive damages.
25. Increase in criminal monetary penalty limatation for the underpayment

456.

461.

disclosed reportable and noneconomic substance transactions.

418. Authorization of appropriations for tax law enforcement.

Subtitle B—Other Corporate Governance Provisions

421. Affirmation of consolidated return regulation authority.

Signing of corporate tax returns by chief executive officer.

or overpayment of tax due to fraud.

Subtitle C—Enron-Related Tax Shelter Provisions

431. Limitation on transfer or importation of built-in losses.
432.

No reduction of basis under section 734 in stock held by partnership
n corporate partner.

433. Repeal of special rules for FASITs.

434. Expanded disallowance of deduction for interest on convertible debt.
435. Expanded authority to disallow tax benefits under section 269.

436.

Modification of interaction between subpart F and passive foreign in-
vestment company rules.

Subtitle D—Provisions to Discourage Expatriation

441. Tax treatment of inverted corporate entities.

442. Imposition of mark-to-market tax on individuals who expatriate.

443. Excise tax on stock compensation of insiders of inverted corporations.
444. Reinsurance of United States risks in foreign jurisdictions.

445. Reporting of taxable mergers and acquisitions.

Subtitle E—International Tax

451. Clarification of banking business for purposes of determining invest-

ment of earnings in United States property.

452. Prohibition on nonrecognition of gain through complete liquidation of

holding company.

453. Prevention of mismatching of interest and original issue discount de-

ductions and income inclusions in transactions with related for-
ergn Persons.
. Effectively connected income to include certain foreign source income.

5. Recapture of overall foreign losses on sale of controlled foreign corpora-

tion.
Minimum holding period for foreign tax credit on withholding taxes on
income other than dividends.

Subtitle F—Other Revenue Provisions
PART [—FINANCIAL INSTRUMENTS

Treatment of stripped interests in bond and preferved stock funds, elc.

. Application of earnings stripping rules to partnerships and S corpora-
tions.

. Recognition of cancellation of indebtedness income realized on satisfac-

tion of debt with partnership interest.
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. Modification of straddle rules.
5. Denial of installment sale treatment for all readily tradeable debt.

PART I[—CORPORATIONS AND PARTNERSHIPS

Modification of treatment of transfers to creditors in divisive reorga-
nizations.

Clarification of definition of nonqualified preferred stock.

Modification of definition of controlled group of corporations.

Mandatory basis adjustments in connection with partnership distribu-
tions and transfers of partnership interests.

PART II[—DEPRECIATION AND AMORTIZATION

Extension of amortization of intangibles to sports franchises.

Services contracts treated in the same manner as leases for rules relat-
ing to tax-exempt use of property.

Class lives for utility grading costs.

Expansion of limitation on depreciation of certain passenger auto-
mobiles.

Consistent amortization of periods for intangibles.

Limitation on deductions allocable to property used by governments or
other tax-exempt entities.

PART IV—ADMINISTRATIVE PROVISIONS

Clarification of rules for payment of estimated tax for certain deemed
asset sales.

Extension of IRS user fees.

Doubling of certain penalties, fines, and interest on underpayments re-
lated to certain offshore financial arrangement.

Partial payment of tax Liability in installment agreements.

FExtension of customs user fees.

Deposits made to suspend running of interest on potential underpay-
ments.

Qualified tax collection contracts.

PART V—MISCELLANEOUS PROVISIONS

Addition of vaccines against hepatitis a to list of taxable vaccines.

Recognition of gain from the sale of a principal residence acquired in
a like-kind exchange within 5 years of sale.

Clarification of exemption from tax for small property and casualty in-
surance companies.

Defination of insurance company for section 831.

Limitations on deduction for charitable contributions of patents and
stmilar property.

Repeal of 10-percent rehabilitation tax credit.

Increase in age of minor children whose unearned income is taxed as
if parent’s income.
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1 TITLE I—PROVISIONS RELATING
2 TO REPEAL OF EXCLUSION
3 FOR EXTRATERRITORIAL IN-
4 COME

5 SEC. 101. REPEAL OF EXCLUSION FOR EXTRATERRITORIAL

6 INCOME.

7 (a) IN GENERAL.—Section 114 1s hereby repealed.

8 (b) CONFORMING AMENDMENTS.—

9 (1)(A) Subpart E of part III of subchapter N of
10 chapter 1 (relating to qualifying forewgn trade in-
11 come) 1s hereby repealed.

12 (B) The table of subparts for such part III is
13 amended by striking the item relating to subpart E.
14 (2) The table of sections for part III of sub-
15 chapter B of chapter 1 is amended by striking the
16 item relating to section 114.

17 (3) The second sentence of section 56(g)(4)(B)(t)
18 1s amended by striking “or under section 114”.

19 (4) Section 275(a) s amended—

20 (A) by wmserting “or” at the end of para-
21 graph (4)(A), by striking “or” at the end of
22 paragraph (4)(B) and inserting a period, and by
23 striking subparagraph (C), and

24 (B) by striking the last sentence.
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(5) Paragraph (3) of section 864(e) s
amended—

(A) by striking:

“(3) TAX-EXEMPT ASSETS NOT TAKEN INTO AC-
COUNT.—

“(A) IN GENERAL.—For purposes of”’; and
mserting:

“(3) TAX-EXEMPT ASSETS NOT TAKEN INTO AC-
COUNT.—For purposes of”, and

(B) by striking subparagraph (B).

(6) Section 903 is amended by striking “114,
164(a),” and inserting “164(a)”.

(7) Section 999(c)(1) 1is amended by striking
“941(a)(5),”.

(¢) EFFECTIVE DATE.—

(1) IN GENERAL—The amendments made by
this section shall apply to transactions occurring after
the date of the enactment of this Act.

(2) BINDING CONTRACTS.—The amendments
made by this section shall not apply to any trans-
action i the ordinary course of a trade or business
which occurs pursuant to a binding contract—

(A) which s between the taxpayer and a
person who 1s not a related person (as defined in

section 943(b)(3) of such Code, as in effect on the
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day before the date of the enactment of this Act),

and

(B) which 1is in effect on September 17,
2003, and at all times thereafter.

(d) REVOCATION OF SECTION 94.3(e) KLECTIONS.—

(1) IN GENERAL.—In the case of a corporation
that elected to be treated as a domestic corporation
under section 943(e) of the Internal Revenue Code of
1986 (as in effect on the day before the date of the en-
actment of this Act)—

(A) the corporation may, during the 1-year
period beginning on the date of the enactment of
this Act, revoke such election, effective as of such
date of enactment, and

(B) if the corporation does revoke such
election—

(1) such corporation shall be treated as

a domestic corporation transferring (as of

such date of enactment) all of its property

to a forewgn corporation in connection with
an exchange described in section 354 of such

Code, and

(11) mo gain or loss shall be recognized

on such transfer.
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1 (2) ExXCEPTION.—Subparagraph (B)(11) of para-
2 graph (1) shall not apply to gain on any asset held
3 by the revoking corporation if—

4 (A) the basis of such asset is determined in
5 whole or in part by reference to the basis of such
6 asset in the hands of the person from whom the
7 revoking corporation acquired such asset,

8 (B) the asset was acquired by transfer (not
9 as a result of the election under section 943(e) of
10 such Code) occurring on or after the 1st day on
11 which its election under section 943(e) of such
12 Code was effective, and
13 (C) a principal purpose of the acquisition
14 was the reduction or avoidance of tax (other
15 than a reduction in tax under section 114 of
16 such Code, as in effect on the day before the date
17 of the enactment of this Act).
18 (¢) GENERAL TRANSITION.—
19 (1) IN GENERAL.—In the case of a taxable year
20 ending after the date of the enactment of this Act and
21 beginning before Januwary 1, 2007, for purposes of
22 chapter 1 of such Code, a current FSC/ETI bene-
23 Jiciary shall be allowed a deduction equal to the tran-
24 sitton amount determined under this subsection with

25 respect to such beneficiary for such year.



O:\MAT\MATO03.982

© 00O N O 0o B~ W N PP

10
11
12
13
14
15
16
17

18
19
20
21
22

S.L.C.
67
(2) CURRENT FSC/ETI BENEFICIARY.—The term
“current FSC/ETI beneficiary” means any corpora-
tion which entered into one or more transactions dur-
g its taxable year beginning in calendar year 2002
with respect to which FSC/ETI benefits were allow-
able.
(3) TRANSITION AMOUNT.—For purposes of this
subsection—
(A) IN GENERAL.—The transition amount
applicable to any current FSC/ETI beneficiary
Jor any taxable year is the phaseout percentage
of the base period amount.
(B) PHASEOUT PERCENTAGE.—
(1) IN GENERAL.—In the case of a tax-
payer using the calendar year as its taxable
year, the phaseout percentage shall be deter-

maned under the following table:

The phaseout

Years: percentage is:
L A 80
2005 ..o, 80
2000 ...iiiiiaiiiinnnn, 60.

(1) SPECIAL RULE FOR 2003.—The
phaseout percentage for 2003 shall be the
amount that bears the same ratio to 100
percent as the number of days after the date

of the enactment of this Act bears to 365.
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(111) SPECIAL RULE FOR FISCAL YEAR
TAXPAYERS.—In the case of a taxpayer not
using the calendar year as its taxable year,
the phaseout percentage is the weighted av-
erage of the phaseout percentages deter-
maned under the preceding provisions of
this paragraph with respect to calendar
years any portion of which s included n
the taxpayer’s taxable year. The weighted
average shall be determined on the basis of
the respective portions of the taxable year in

each calendar year.
“(C) SHORT TAXABLE YEAR.—The Sec-
retary shall prescribe guidance for the computa-

tion of the transition amount in the case of a

short taxable year.

(4) BASE PERIOD AMOUNT.—For purposes of this
subsection, the base period amount is the FSC/ETI
benefit for the taxpayer’s taxable year beginning in
calendar year 2002.

(5) FSC/ETI BENEFIT.—For purposes of this
subsection, the term “FSC/ETI benefit” means—

(A) amounts excludable from gross income

under section 114 of such Code, and
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(B) the exempt foreign trade income of re-
lated forewgn sales corporations from property
acquired from the taxpayer (determined without
regard to section 923(a)(5) of such Code (relating
to special rule for military property), as in effect
on the day before the date of the enactment of the

FSC Repeal and Extraterritorial Income Fxclu-

sion Act of 2000).

In determining the FSC/ETI benefit there shall be ex-
cluded any amount attrbutable to a transaction with
respect to which the taxpayer is the lessor unless the
leased property was manufactured or produced in
whole or i significant part by the taxpayer.

(6) SPECIAL RULE FOR AGRICULTURAL AND
HORTICULTURAL COOPERATIVES.—Determinations
under thas subsection with respect to an organization
described in section 943(g)(1) of such Code, as in ef-
fect on the day before the date of the enactment of this
Act, shall be made at the cooperative level and the
purposes of this subsection shall be carried out m a
manner similar to section 199(h)(2) of such Code, as
added by this Act. Such determinations shall be in
accordance with such requirements and procedures as

the Secretary may prescribe.
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(7) CERTAIN RULES TO APPLY.—Rules similar to
the rules of section 41(f) of such Code shall apply for
purposes of this subsection.

( 8 ) COORDINATION WITH BINDING CONTRACT
RULE.—The deduction determined under paragraph
(1) for any taxable year shall be reduced by the
phaseout percentage of any FSC/ETI benefit realized

Jor the taxable year by reason of subsection (¢)(2) or

section  5(c)(1)(B) of the FSC Repeal and
Extraterritorial Income Exclusion Act of 2002, except
that for purposes of this paragraph the phaseout per-
centage for 2003 shall be treated as being equal to 100
percent.

(9) SPECIAL RULE FOR TAXABLE YEAR WHICH
INCLUDES DATE OF ENACTMENT.—In the case of a
taxable year which includes the date of the enactment
of this Act, the deduction allowed under this sub-
section to any current FSC/ETI beneficiary shall in
no event exceed—

(A) 100 percent of such beneficiary’s base
period amount for calendar year 2003, reduced
by

(B) the FSC/ETI benefit of such beneficiary

with respect to transactions occurring during the
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portion of the taxable year ending on the date of

the enactment of this Act.
SEC. 102. DEDUCTION RELATING TO INCOME ATTRIB-
UTABLE TO UNITED STATES PRODUCTION AC-
TIVITIES.
(a) IN GENERAL.—Part VI of subchapter B of chapter
1 (relating to itemazed deductions for individuals and cor-
porations) is amended by adding at the end the following
new section:
“SEC. 199. INCOME ATTRIBUTABLE TO DOMESTIC PRODUC-
TION ACTIVITIES.
“(a) ALLOWANCE OF DEDUCTION.—

“(1) IN GENERAL—There shall be allowed as a
deduction an amount equal to 9 percent of the quali-
fied production activities income of the taxpayer for
the taxable year.

“(2) PHASEIN.—In the case of taxable years be-
ginning in 2003, 2004, 2005, 2006, 2007, or 2008,
paragraph (1) shall be applied by substituting for the
percentage contained therein the transition percentage

determined under the following table:

“Taxable years The transition
beginning in: percentage is:
2003 or 2004 ............ 1

2005 ..o 2
2000 ......cooiiiiiiiiinn 3
2007 or 2008 ............ 0.

“(b) DEDUCTION LIMITED TO WAGES PAID.—
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“(1) IN GENERAL.—The amount of the deduction
allowable under subsection (a) for any taxable year
shall not exceed 50 percent of the W-2 wages of the
employer for the taxable year.

“(2) W-2 WAGES.—For purposes of paragraph
(1), the term “W-2 wages’ means the sum of the aggre-
gate amounts the taxpayer is required to include on
statements under paragraphs (3) and (8) of section
6051(a) with respect to employment of employees of
the taxpayer during the taxpayer’s taxable year.

“(3) SPECIAL RULES.—

“(A) PASS-THRU ENTITIES.—In the case of
an S corporation, partnership, estate or trust, or
other pass-thru entity, the limitation under this
subsection shall apply at the entity level.

“(B) ACQUISITIONS AND DISPOSITIONS.—
The Secretary shall provide for the application
of this subsection in cases where the taxpayer ac-
quires, or disposes of, the major portion of a
trade or business or the major portion of a sepa-
rate unit of a trade or business during the tax-
able year.

“(c) QUALIFIED PRODUCTION ACTIVITIES INCOME.—

24 For purposes of this section—
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“(1) IN GENERAL—The term ‘qualified produc-
tion activities income’ means an amount equal to the
portion of the modified taxable income of the taxpayer
which s attrbutable to domestic production activi-
ties.

“(2) REDUCTION FOR TAXABLE YEARS BEGIN-
NING BEFORE 2013.—The amount otherwise deter-
mined under paragraph (1) (the ‘unreduced amount’)
shall not exceed—

“(A) in the case of taxable years beginning
before 2010, the product of the wunreduced
amount and the domestic/worldwide fraction,
and

“(B) in the case of taxable years beginning
m 2010, 2011, or 2012, an amount equal to the
sum of—

“(1) the product of the wunreduced
amount and the domestic/worldwide frac-
tion, plus

“(11) the applicable percentage of an
amount equal to the wunreduced amount

manus the amount determined under clause

(1).
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For purposes of subparagraph (B)(i1), the applicable
percentage 1s 25 percent for 2010, 50 percent for
2011, and 75 percent for 2012.

“(d) DETERMINATION OF INCOME ATTRIBUTABLE TO

DOMESTIC PRODUCTION ACTIVITIES.—For purposes of this

section—

“(1) IN GENERAL.—The portion of the modified
taxable income which 1s attributable to domestic pro-
duction activities is so much of the modified taxable
ncome for the taxable year as does not exceed—

“(A) the taxpayer’s domestic production
gross receipts for such taxable year, reduced by

“(B) the sum of—

“(v) the costs of goods sold that are al-
locable to such receipts,

“(11) other deductions, expenses, or
losses directly allocable to such receipts, and

“(111) a proper share of other deduc-
tions, expenses, and losses that are not di-
rectly allocable to such receipts or another
class of income.

“(2) ALLocATION METHOD.—The Secretary shall
prescribe rules for the proper allocation of items of in-

come, deduction, expense, and loss for purposes of de-
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termining income attributable to domestic production

activities.

“(3)  SPECIAL RULES FOR  DETERMINING

COSTS.—

“(A) IN GENERAL.—For purposes of deter-
mining costs under clause (1) of paragraph
(1)(B), any item or service brought into the
United States shall be treated as acquired by
purchase, and its cost shall be treated as not less
than ats fawr market value immediately after it
entered the United States. A similar rule shall
apply in determining the adjusted basis of leased
or rented property where the lease or rental gives
rise to domestic production gross receipts.

“(B) KEXPORTS FOR FURTHER MANUFAC-
TURE.—In the case of any property described in
subparagraph (A) that had been exported by the
taxpayer for further manufacture, the increase in
cost or adjusted basis under subparagraph (A)
shall not exceed the difference between the value
of the property when exported and the value of
the property when brought back into the United
States after the further manufacture.

“(4) MODIFIED TAXABLE INCOME.—The term

‘modified taxable income’ means taxable income com-
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puted without regard to the deduction allowable under
this section.

“(e) DOMESTIC PRODUCTION GROSS RECEIPTS.—For

purposes of this section—

“(1) IN GENERAL.—The term ‘domestic produc-
tion gross receipts’ means the gross receipts of the tax-
payer which are derwed from—

“tA) any sale, exchange, or other disposi-
tion of, or

“(B) any lease, rental, or license of,

qualifying production property which was manufac-
tured, produced, grown, or extracted in whole or in
significant part by the taxpayer within the United
States.

“(2) SPECIAL RULES FOR CERTAIN PROPERTY.—
In the case of any qualifying production property de-
scribed wn subsection (f)(1)(C)—

“(A) such property shall be treated for pur-
poses of paragraph (1) as produced in signifi-
cant part by the taxpayer within the Unaited
States if more than 50 percent of the aggregate
development and production costs are incurred
by the taxpayer within the United States, and

“(B) if a taxpayer acquires such property

before such property begins to generate substan-
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twal gross receipts, any development or produc-
tion costs incurred before the acquisition shall be
treated as incurred by the taxpayer for purposes
of subparagraph (A) and paragraph (1).

“(f) QUALIFYING PRODUCTION PROPERTY.—For pur-

poses of this section—

“(1) IN GENERAL.—Fxcept as otherwise provided
wm this paragraph, the term ‘qualifying production
property’ means—

“(A) any tangible personal property,

“(B) any computer software, and

“(C) any property described in section
168(f) (3) or (4), including any underlying
copyright or trademark.

“(2) EXCLUSIONS FROM QUALIFYING PRODUC-
TION PROPERTY.—The term ‘qualifying production
property’ shall not include—

“(A) consumable property that s sold,
leased, or licensed by the taxpayer as an integral
part of the provision of services,

“(B) oil or gas,

“(C) electricity,

“(D) water supplied by pipeline to the con-
sumer,

“(E) utility services, or
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“(F) any film, tape, recording, book, maga-
zine, newspaper, or sumilar property the market
Jor which 1s primarily topical or otherwise essen-
twally transitory in nature.

“l9) DOMESTIC/WORLDWIDE FRACTION—For pur-

poses of this section—

“(1) IN GENERAL.—The term ‘domestic/world-
wide fraction’ means a fraction (not greater than
1)—

“(A) the numerator of which is the value of
the domestic production of the taxpayer, and

“(B) the denominator of which 1is the value
of the worldwide production of the taxpayer.

“(2) VALUE OF DOMESTIC PRODUCTION.—The

value of domestic production s the excess (if any)
of—
“(A) the domestic production gross receipts,
over
“(B) the cost of purchased inputs allocable
to such receipts that are deductible under this
chapter for the taxable year.
“(3) PURCHASED INPUTS.—
“(A) IN GENERAL.—Purchased inputs are

any of the following items acquired by purchase:
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“(1) Services (other than services of em-
ployees) used in manufacture, production,
growth, or extraction activities.

“(in) Items consumed n connection
with such activities.

“(111) Items incorporated as part of the
property being manufactured, produced,
grown, or extracted.

“(B) SPECIAL RULE.—Rules similar to the
rules of subsection (d)(3) shall apply for pur-
poses of this subsection.

“(4) VALUE OF WORLDWIDE PRODUCTION.—

“(A) IN GENERAL.—The value of worldwide
production shall be determined under the prin-
ciples of paragraph (2), except that—

“(1) worldwide production gross re-
ceipts shall be taken into account, and

“(11) paragraph (3)(B) shall not apply.
“(B) WORLDWIDE PRODUCTION GROSS RE-

CEIPTS.—The worldwide production gross re-
ceipts 1s the amount that would be determined
under subsection (e) if such subsection were ap-

plied without any reference to the United States.

“(h) DEFINITIONS AND SPECIAL RULES.—
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“(1) APPLICATION OF SECTION TO PASS-THRU
ENTITIES.—In the case of an S corporation, partner-
ship, estate or trust, or other pass-thru entity—
“(A) subject to the provisions of paragraph
(2) and subsection (b)(3)(A), this section shall be
applied at the shareholder, partner, or similar
level, and
“(B) the Secretary shall prescribe rules for
the application of this section, including rules
relating to—

“(1) restrictions on the allocation of the
deduction to taxpayers at the partner or
stmalar level, and

“(in) additional  reporting  require-
ments.

“(2) EXCLUSION FOR PATRONS OF AGRICUL-
TURAL AND HORTICULTURAL COOPERATIVES.—
“(A) IN GENERAL—If any amount de-
seribed in paragraph (1) or (3) of section 1385
(a)—

“(1) 1s recewved by a person from an
organization to which part I of subchapter
T applies which s engaged in the mar-
keting of agricultural or horticultural prod-

ucts, and
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“(11) 1s allocable to the portion of the

qualified production activities income of the

organization which s deductible under sub-

section (a) and designated as such by the
organization in a written notice mailed to
its patrons during the payment period de-

sceribed in section 1382(d),
then such person shall be allowed an exclusion
Sfrom gross income with respect to such amount.
The taxable income of the organization shall not
be reduced under section 1382 by the portion of
any such amount with respect to which an exclu-
ston 18 allowable to a person by reason of this
paragraph.

“(B) SPECIAL RULES.—For purposes of ap-
plying subparagraph (A), in determining the
qualified production activities income of the or-
ganization under this section—

“(1) there shall not be taken into ac-
count in  computing the organization’s
modified taxable income any deduction al-
lowable under subsection (b) or (¢) of sec-
tion 1382 (relating to patronage dividends,
per-unit retain allocations, and nonpatron-

age distributions), and
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“(11) the organization shall be treated
as having manufactured, produced, grown,
or extracted in whole or significant part
any qualifying production property mar-
keted by the organization which its patrons
have so manufactured, produced, grown, or
extracted.

“(3) SPECIAL RULE FOR AFFILIATED GROUPS.—

“(A) IN GENERAL.—AIl members of an ex-
panded affiliated group shall be treated as a sin-
gle corporation for purposes of this section.

“(B) EXPANDED AFFILIATED GROUP.—The
term ‘expanded affiliated group’ means an affili-
ated group as defined in  section 1504(a),
determined—

“(1) by substituting ‘50 percent’ for ‘80
percent’ each place it appears, and

“(11) without regard to paragraphs (2)
and (4) of section 1504(D).

For purposes of determining the domestic/world-
wide fraction under subsection (g), clause (i)
shall be applied by also disregarding paragraphs
(3) and (8) of section 1504(D).

“(4) COORDINATION WITH MINIMUM TAX.—The

deduction under thas section shall be allowed for pur-
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poses of the tax imposed by section 55; except that for
purposes of section 55, alternative minimum taxable
come shall be taken into account in determining the
deduction under thas section.

“(5) ORDERING RULE.—The amount of any
other deduction allowable under this chapter shall be
determaned as if this section had not been enacted.

“(6) TRADE OR BUSINESS REQUIREMENT.—This
section shall be applied by only taking into account
items which are attributable to the actual conduct of
a trade or business.

“(7) POSSESSIONS, ETC.—

“(A) IN GENERAL.—For purposes of sub-
sections (d) and (e), the term ‘United States’ in-
cludes the Commonwealth of Puerto Rico, Guam,
American  Samoa, the Commonwealth of the
Northern Mariana Islands, and the Virgin Is-
lands of the United States.

“(B) SPECIAL RULES FOR APPLYING WAGE
LIMITATION.—For purposes of applying the limi-
tation under subsection (b) for any taxable
year—

“(1) the determination of W=2 wages of

a taxpayer shall be made without regard to

any exclusion under section 3401(a)(8) for
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1 remuneration paid for services performed in
2 a jJurisdiction described in  subparagraph
3 (A), and
4 “(1n) in determining the amount of
5 any credit allowable under section 30A or
6 936 for the taxable year, there shall not be
7 taken into account any wages which are
8 taken into account in applying such limita-
9 tion.
10 “(8) COORDINATION WITH TRANSITION RULES.—
11 For purposes of this section—
12 “(A) domestic production gross receipts
13 shall not include gross receipts from any trans-
14 action if the binding contract transition relief of
15 section 101(c)(2) of the Jumpstart Our Business
16 Strength (JOBS) Act applies to such trans-
17 action, and
18 “(B) any deduction allowed under section
19 101(e) of such Act shall be disregarded in deter-
20 mining the portion of the taxable income which
21 18 attributable to domestic production gross re-
22 ceipts.”.
23 (b) MiNtmuMm TAax.—Section 56(q)(4)(C) (relating to

24 disallowance of items not deductible in computing earnings
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1 and profits) is amended by adding at the end the following

2 new clause:

3 “(v) DEDUCTION FOR DOMESTIC PRO-
4 pUCTION.—Clause (1) shall not apply to
5 any amount allowable as a deduction under
6 section 199.”.

7 (¢) CLERICAL AMENDMENT.—The table of sections for
8 part VI of subchapter B of chapter 1 is amended by adding
9 at the end the following new item:

“Sec. 199. Income attributable to domestic production activities.”.

10 (d) EFFECTIVE DATE.—

11 (1) IN GENERAL—The amendments made by
12 this section shall apply to taxable years ending after
13 the date of the enactment of this Act.

14 (2) APPLICATION OF SECTION 15.—=Section 15 of
15 the Internal Revenue Code of 1986 shall apply to the
16 amendments made by this section as if they were
17 changes i a rate of tax.

18 TITLE II—INTERNATIONAL TAX
19 PROVISIONS

20 Subtitle A—International Tax

21 Reform

22 SEC. 201. 20-YEAR FOREIGN TAX CREDIT CARRYOVER; 1-
23 YEAR FOREIGN TAX CREDIT CARRYBACK.

24 (a) GENERAL RULE.—~Section 904(c) (relating to

25 carryback and carryover of excess tax paid) is amended—
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(1) by striking “in the second preceding taxable
year,”, and
(2) by striking ©, and in the first, second, third,
SJourth, or fifth” and inserting “and in any of the first
207

(b) EXCESS EXTRACTION TAXES.—Paragraph (1) of

sectron 907(f) is amended—

(1) by striking “in the second preceding taxable
year,”,

(2) by striking “, and in the first, second, third,
SJourth, or fifth” and inserting “and in any of the first
207, and

(3) by striking the last sentence.

(¢c) EFFECTIVE DATE.—

(1) CARRYBACK.—The amendments made by sub-
sections (a)(1) and (b)(1) shall apply to excess forewgn
taxes arising in taxable years beginning after the date
of the enactment of this Act.

(2) CARRYOVER.—The amendments made by sub-
sections (a)(2) and (b)(2) shall apply to excess foreign
taxes which (without regard to the amendments made

by this section) may be carried to any taxable year

ending after the date of the enactment of this Act.
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LOOK-THRU RULES TO APPLY TO DIVIDENDS

FROM NONCONTROLLED SECTION 902 COR-

PORATIONS.

(a) IN GENERAL.—Section 904(d)(4) (relating to look-

902 corporations) is amended to read as follows:

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

“(4) LOOK-THRU APPLIES TO DIVIDENDS FROM

1

2

3

4

S thru rules apply to dividends from mnoncontrolled section
6

7

8 NONCONTROLLED SECTION 902 CORPORATIONS.—

9

“(A) IN GENERAL.—For purposes of this
subsection, any diwvidend from a noncontrolled
section 902 corporation with respect to the tax-
payer shall be treated as income described in a
subparagraph of paragraph (1) in proportion to
the ratio of—

“(1) the portion of earnings and profits
attributable to income described in such
subparagraph, to

“(11) the total amount of earnings and
profits.

“(B) KEARNINGS AND PROFITS OF CON-
TROLLED FOREIGN CORPORATIONS.—In the case
of any distribution from a controlled foreign cor-
poration to a Unated States shareholder, rules
similar to the rules of subparagraph (A) shall
apply i determining the extent to which earn-

mgs and profits of the controlled foreign corpora-
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tion whaich are attributable to dividends recerved

Jrom a noncontrolled section 902 corporation

may be treated as income in a separate category.
“(C) SPECIAL RULES.—For purposes of this
paragraph—
“(1) KARNINGS AND PROFITS.—
“(1) IN GENERAL—The rules of
section 316 shall apply.
“(I1) REGULATIONS.—The Sec-
retary may prescribe requlations re-
garding the treatment of distributions
out of earnings and profits for periods
before the taxpayer’s acquisition of the
stock to which the distributions relate.
“(11) INADEQUATE SUBSTANTIATION.—
If the Secretary determines that the proper
subparagraph of paragraph (1) in which a
dwvidend s described has not been substan-
twated, such dividend shall be treated as in-
come described in paragraph (1)(A).

“(it)  COORDINATION WITH HIGH-
TAXED INCOME PROVISIONS.—Rules similar
to the rules of paragraph (3)(F) shall apply

Jor purposes of this paragraph.
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“(iv) LOOK-THRU WITH RESPECT TO
JARRYOVER OF CREDIT.—Rules similar to
subparagraph (A) also shall apply to any
carryforward under subsection (c¢) from a
taxable year beginning before January 1,
2003, of tax allocable to a dividend from a
noncontrolled section 902 corporation with
respect to the taxpayer. The Secretary may
by regulations provide for the allocation of

any carryback of tax allocable to a dividend

from a noncontrolled section 902 corpora-

tion to such a taxable year for purposes of
allocating such dwidend among the separate

categories i effect for such taxable year.”.

(b) CONFORMING AMENDMENTS.—

(1) Subparagraph (E) of section 904(d)(1) s
hereby repealed.

(2) Section 904(d)(2)(C)(11r) s amended by add-
mg “and” at the end of subclause (1), by striking sub-
clause (II), and by redesignating subclause (II1) as
subclause (11).

(3) The last sentence of section 904(d)(2)(D) s
amended to read as follows: “Such term does not in-
clude any financial services income.”.

(4) Section 904(d)(2)(K) is amended—
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(A4) by wserting “or (4)” after “paragraph
(3)” an clause (i), and
(B) by striking clauses (i1) and (i) and by
redesignating clause (111) as clause ().
(5) Section 904(d)(3)(F) is amended by striking
“(D), or (E)” and inserting “or (D).
(6) Section 864(d)(5)(A)(1) is amended by strik-
mg “(C)(vr) (L) and inserting “(C) (i) (11)”.

(¢) EFFECTIVE DATE.—The amendments made by this

10 section shall apply to taxable years beginning after Decem-

11 ber 31, 2002.

12 SEC. 203. FOREIGN TAX CREDIT UNDER ALTERNATIVE MIN-

13
14
15
16
17
18
19
20
21

IMUM TAX.
(a) IN GENERAL.—

(1) Subsection (a) of section 59 is amended by
striking paragraph (2) and by redesignating para-
graphs (3) and (4) as paragraphs (2) and (3), respec-
tively.

(2) Section 53(d)(1)(B)(v)(Il) is amended by
striking “and if section 59(a)(2) did not apply”.

(b) EFFECTIVE DATE.—The amendments made by this

22 section shall apply to taxable years beginning after Decem-

23 ber 31, 2004.
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SEC. 204. RECHARACTERIZATION OF OVERALL DOMESTIC

LOSS.

(a) GENERAL RULE.—RSection 904 is amended by re-

designating subsections (g), (h), (i), (j), and (k) as sub-

g after subsection (f) the following new subsection:

“(9) RECHARACTERIZATION OF OVERALL DOMESTIC

LOSS.—

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

1
2
3
4
S sections (h), (1), (5), (k), and (1) respectively, and by insert-
6
7
8
9

“(1) GENERAL RULE.—For purposes of this sub-
part and section 936, in the case of any taxpayer who
sustains an overall domestic loss for any taxable year
beginning after December 31, 20006, that portion of
the taxpayer’s taxable income from sources within the
Unated States for each succeeding taxable year which
18 equal to the lesser of—

“(A) the amount of such loss (to the extent
not used under this paragraph in prior taxable
years), or

“(B) 50 percent of the taxpayer’s taxable
come from sources within the United States for
such succeeding taxable year,

shall be treated as income from sources without the
Unated States (and not as income from sources within
the Unated States).

“(2) OVERALL DOMESTIC LOSS DEFINED.—For

purposes of this subsection—
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“(A) IN GENERAL.—The term ‘overall do-
mestic loss” means any domestic loss to the extent
such loss offsets taxable income from sources
without the United States for the taxable year or
Jor any preceding taxable year by reason of a
carryback. For purposes of the preceding sen-
tence, the term ‘domestic loss” means the amount
by which the gross income for the taxable year
SJrom sources within the United States is exceeded
by the sum of the deductions properly appor-
tioned or allocated thereto (determined without
regard to any carryback from a subsequent tax-
able year).

“(B) TAXPAYER MUST HAVE ELECTED FOR-
EIGN TAX CREDIT FOR YEAR OF LOSS.—The term
‘overall domestic loss™ shall not include any loss
Jor any taxable year wnless the taxpayer chose
the benefits of this subpart for such taxable year.

“(3) CHARACTERIZATION OF SUBSEQUENT IN-

COME.—

“(A) IN GENERAL—Any income from
sources within the United States that is treated
as income from sources without the United
States under paragraph (1) shall be allocated

among and increase the income categories in
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proportion to the loss from sources within the

United States previously allocated to those in-

come categories.

“(B) INCOME CATEGORY.—For purposes of
this paragraph, the term ‘income category’ has
the meaning given such term by subsection
(D B)E) ().

“(4) COORDINATION WITH SUBSECTION (f).—The
Secretary shall prescribe such regulations as may be
necessary to coordinate the provisions of this sub-
section with the provisions of subsection (f).”.

(b) CONFORMING AMENDMENTS.—
(1) Section 535(d)(2) s amended by striking
“section 904(q)(6)” and inserting “section 904(h)(6)”.
(2) Subparagraph (A) of section 936(a)(2) is
amended by striking “section 904(f)” and inserting
“subsections (f) and (g) of section 904
(¢c) EFFECTIVE DATE.—The amendments made by this
section shall apply to losses for taxable years beginning
after December 31, 2000.
SEC. 205. INTEREST EXPENSE ALLOCATION RULES.

(a) KLECTION To ALLOCATE ON WORLDWIDE
BASIS.— Section 864 is amended by redesignating sub-
section (f) as subsection (g) and by inserting after sub-

section (e) the following new subsection:
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1 “(f) ELECTION TO ALLOCATE INTEREST, ETC. ON
2 WORLDWIDE BASIS.—For purposes of this subchapter, at
3 the election of the worldwide affiliated group—

4 “(1) ALLOCATION AND APPORTIONMENT OF IN-
5 TEREST EXPENSE.—

6 “(A) IN GENERAL.—The taxable income of
7 each domestic corporation which is a member of
8 a worldwide affiliated group shall be determined
9 by allocating and apportioning interest expense
10 of each member as if all members of such group
11 were a single corporation.

12 “(B) TREATMENT OF WORLDWIDE AFFILI-
13 ATED GROUP.—The taxable income of the domes-
14 tic members of a worldwide affiliated group from
15 sources outside the United States shall be deter-
16 mined by allocating and apportioning the inter-
17 est expense of such domestic members to such in-
18 come . an amount equal to the excess (if any)
19 of—
20 “(1) the total interest expense of the
21 worlduide affiliated  group multiplied by
22 the ratio which the foreign assets of the
23 worldwide affiliated group bears to all the
24 assets of the worldwide affiliated group,

25 over
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“(11) the interest expense of all foreign
corporations which are members of the
worldwide affiliated group to the extent
such interest expense of such foreign cor-
porations would have been allocated and
apportioned to foreign source income if this
subsection were applied to a group con-
sisting of all the foreign corporations in

such worldwide affiliated group.

“(C) WORLDWIDE AFFILIATED GROUP.—For

purposes of this paragraph, the term “worldwide

affiliated group’ means a group consisting of—

“(1) the includible members of an af-

filiated group (as defined in  section

1504(a), determined without regard to
paragraphs (2) and (4) of section 1504(b)),
and

“(11) all controlled forewgn corporations
m which such members in the aggregate
meet the ownership requirements of section
1504(a)(2) either directly or indirectly
through applying paragraph (2) of section
958(a) or through applying rules similar to

the rules of such paragraph to stock owned
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directly or wndirectly by domestic partner-

shaps, trusts, or estates.

“(2) ALLOCATION AND APPORTIONMENT OF
OTHER EXPENSES.—Expenses other than interest
which are not directly allocable or apportioned to any
specific imcome producing activity shall be allocated
and apportioned as if all members of the affiliated
group were a single corporation. For purposes of the
preceding sentence, the term ‘affiliated group’ has the
meaning given such term by section 1504 (determined
without regard to paragraph (4) of section 1504(D)).

“(3) TREATMENT OF TAX-EXEMPT ASSETS; BASIS
OF STOCK IN NONAFFILIATED 10-PERCENT OWNED
CORPORATIONS.—The rules of paragraphs (3) and (4)
of subsection (e) shall apply for purposes of this sub-
section, except that paragraph (4) shall be applied on
a worldwide affiliated group basis.

“(4) TREATMENT OF CERTAIN FINANCIAL INSTI-
TUTIONS.—

“(A) IN GENERAL.—For purposes of para-
graph (1), any corporation described in subpara-
graph (B) shall be treated as an includible cor-
poration for purposes of section 1504 only for
purposes of applying this subsection separately

to corporations so described.
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1 “(B) DESCRIPTION.—A corporation 1s de-
2 scribed in this subparagraph if—

3 “(1) such corporation is a financial in-
4 stitution described in sectio